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\Theorem 6.66.' Let g be'a

g convez function wzth)g; 0) = 0) and let G,, = g(Sy,). Consider an American option with intrinsic value
G, = g(Sn). You should ise this opti ly. ; — X .
9(Sn). You should never emercise this option early. ——— e N «w%)wlj dund g
Corollary 6.67. The arbitrage free price of an American call and FEuropean call are the same. ’L
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6.6. Doob Decomposition and Optimal Stopping.

Theorem 6.68 (Doob decomposition). Any adapted process can be|uniquely expressed as the sum of a martingale and a predictable
process. iy AJFO\—/— -

Ky ™ MW s (X, i B ww )
o= o (R0, =, )
A, = ekl (b s & e )
Dabr X s »«W > Al W&o M)M@MA»
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